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Abstract 
So far, the capital structure of Indian small and medium scale enterprises has been typical. There have been constraints on the 
amount of total funds that can be raised including equity the owners can privately raise. Funding has come mainly from banks or 
owned funds. The long term debt has been limited by debt equity ratio and assets available as securities; while the short term 
funding has been subject to “maximum permissible bank finance” (MPBF). 
 
While the sector has shown promise, inability to raise adequate funds from banks especially for growth and expansion, 
incapability to recruit and retain professional talent, lack of professional management and consequent financial sickness, have 
been major impediments in the realisation of its full potential.  
 
SME listing has been allowed in a few other countries, but in India, the sector was so far deprived of direct access to public 
funding through capital markets. Now, SMEs are allowed to raise funds in the equity market through SME stock exchange 
platform (BSE & NSE). Equity shares of small and medium scale companies are now allowed to be listed.  
 
The listing of SMEs will help this sector to raise funds, enabling expansion, growth, and to achieve its objectives. The value of 
these firms will increase, leading to more investor benefits, more tax collection, employment generation, wider distribution of 
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wealth, and economic growth as well as development.  
 
SME listing will definitely help entrepreneurs and their development. Thus it will help in bringing a positive change and shaping 
the business of SMEs in the days to come. In this background, the article attempts to review the implications of SME listing on 
SMEs and its impact on their capital structure, cost of capital and the objectives of financial management ‘profit maximisation 
and wealth maximisation’. The authors also make recommendations to foster this platform. 
 
© 2013 The Authors. Published by Elsevier B.V. 
Selection and/or peer-review under responsibility of Symbiosis Institute of Management Studies. 
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1. Overview of Indian Economy & Role of SMEs 
In the last few years, Indian economy has achieved GDP growth of more than 8%. However Moody’s has lowered 
its outlook for India's GDP growth to 4.5 per cent for 2013-14 from 5.5 per cent.  It is believed that certain reforms 
will help the Indian economy to still achieve a growth rate of 7-9%.  On this background, the contribution of SMEs 
to domestic GDP growth & socio-economic growth all over the world is especially noteworthy.  
 
The number of enterprises in SME sector is around 26.1 million. SME sector contributes 45% of manufactured 
output and almost 8% of the GDP. It has contributed close to 40% of exports and has given employment nearly to 
59.7 million people. SMEs provides income distribution channel to a large population. Research findings indicate 
that large number of SMEs will conduct international business (i.e. increase from 31% to 56%) by 2013-14.  
SMEs have huge potential for growth in terms of production, export, employment etc. SMEs have already started 
investing in new technologies, expansion projects, and newer areas of products and services. This needs huge 
investments which will now be met through access to capital market. 
2. Main Streams of Financing in the Economy 
The financial system in any country is built on two strong pillars i.e. banking and capital market. In the absence of 
access to capital market, SMEs have borrowed mainly from banks and financial institutions. For SMEs, there was a 
limitation in raising own funds but they did have access to bank funding. In order to allow SMEs easy access to 
funding, Government also introduced priority sector lending.  
 
Now due to recent regulations, SEBI has allowed SMEs to raise funds through capital market. From a regulatory 
viewpoint, it is essential that the competition between the banks and capital markets should take place. SMEs now 
have access to both banking sector and capital market for funding. 
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3. SME listing in India 
More than 24 countries allow SMEs to raise funds from capital market and have SME platforms such as Alternate 
investment Market in UK, TSX Ventures in Canada, GEM in Hong Kong, MOTHERS in Japan etc. However in 
India, the sector was so far deprived of direct access to public funding through capital markets. SEBI has now 
allowed SMEs to raise funds from capital market. Hopefully, this will help the economy, inter alia, to achieve 
growth rate of 7-8%.  
 
Post OTCEI failure, Prime Minister‘s task Force (Jan 2010) was set up which recommended setting up Stock 
Exchange for SMEs. SEBI, adopting best practices in other countries, has amended SEBI (Issue of Capital and 
Disclosure Requirements) Regulations, 2009 through notification dated April 13, 2010. Now SMEs can raise funds 
from capital market.  
 
In our opinion, SME listing on stock exchanges will add significantly to creation and distribution of wealth in the 
economy. The growth of SMEs leads to opportunities related to small savings and investments at micro level 
embracing financial inclusion. 
4. Definition of SME 
The definition of SME is given in Micro, Small and Medium Enterprises Development Act, 2006 enterprises under 
Section 2 Clause 2. Such SME should be engaged in providing or rendering of any service or services. To register a 
firm as SME, the main criterion is amount of investment in plant and machinery depending upon whether it is a 
manufacturing or service enterprise. Depending upon amount of investment, enterprises are classified into Micro, 
Small or Medium enterprises. There are various regulations related to SMEs and their listing on stock exchanges. 
 
Criteria for SME Listing Post Issue Size: 
Sr. 
No. 
Criteria Listing 
1. Face Value of Capital less than Rs. 1 crore No Listing 
2. Face value of capital Rs.1 crore to Rs.10 crores SME platform 
3. Face value of capital between Rs. 10 crores to Rs. 25 crores SME Platform / 
Main Board 
4. Face value of capital exceeding Rs. 25 crores Main Board of BSE 
 
For listing, SMEs will have to follow SEBI guidelines and guidelines of respective stock exchanges. The guidelines 
mainly include criteria of net tangible assets, net worth, distributed profits; any reference to BIFR; market making; 
underwriting etc. 
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Bombay Stock Exchange’s (BSE’s) Main Board has more than 1500 listed companies with paid- up capital of up to 
Rs. 10 Crores and more than 2500 listed companies with paid-up capital between Rs. 10 Crores and Rs. 25 Crores. 
These companies may opt to migrate to BSE SME Platform, subject to compliance with applicable provisions. 
5. Importance of SME Listing in Current Scenario: 
a) Global recession has affected fund raising activity by most of the SMEs; 
b) Global Financial crisis / financial collapse in a few countries have affected funding (domestic as well as 
international in the form of FDI) to SMEs; 
c) Banks’ perception of risk in lending is a part of risk management. The banks view funding to SMEs as 
more risky, reducing funding flow to SMEs. 
d) SMEs financial position: To raise funds from open market financial position has to be really strong. Due to 
lack of financial literacy and other factors, SMEs financial position is not strong creating more problems 
for fund raising. 
e) Necessity of Financial Inclusion: Listing would lead to financial inclusion in the economy. 
6. Financing SMEs: Current Scenario 
Only 5.18% of the units and 2.05% (both registered and unregistered) had been financed from institutional sources 
and non-institutional sources respectively. The majority of units i.e. 92.77% had either no finance or have self-
finance. Banking facilities may not be available in all areas so there is a limitation to bank credit.   
7. Traditional sources of funds for SMEs 
The traditional sources include promoters’ contribution (promoter’s savings, personal assets, and credit cards), 
Informal funding from friends, relatives etc., Bank Finance for long term or short term purposes; including 
structured products, Venture capitalists, Factoring & Leasing,  Bonds / deposits, Guarantees, Government Schemes 
and subsidies, other modes of financing include working capital term loan, cash credit, bank overdraft, personal 
guarantee, mortgage against personal assets of promoters etc. Now SMEs can raise funds from open market which 
will be an innovative method at least in India. 
8. SMEs and Bank Funding 
A major issue in growth of SMEs is access to credit. Reserve Bank of India has made it mandatory for domestic and 
foreign banks to lend 40% and 32% respectively of their Net Bank Credit (NBC) to SMEs.  It is observed that total 
financing to SMEs is increasing year on year (By March 2012, it was Rs.5286.17 billion, Rs.4785.27 billion in 
March 2011 and Rs. 3622.91 billion in March 2010)  
 
Limitations of Bank Funding and need for access to capital markets: Although banks are financing to SMEs as a part 
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of priority sector lending, still SMEs face financial crunch (almost 30% units). More than 60 % of SMEs depend on 
debt funds for their long-term financial requirements and 75% of the units for short-term debt requirements. Hardly 
15 per cent take the equity route.   
9. Major Concerns of SME funding in India 
SMEs have always heavily depended upon bank loans or on Government schemes for financing. 
There are some peculiar issues related to funding of SMEs: 
1. SMEs are spread across different geographical areas so access to capital market is a challenge. The access 
to venture capital fund, private equity players and angel investors is less; 
2. The cost of funds and cost of raising funds are on higher side. The cost of raising equity capital is around 
7% to 14%; however, this cost may be recovered by issuing shares at premium. The cost of debt is also 
high for small entrepreneurs; 
3. SMEs have heavy dependence on debt rather than equity. They carry high risk as compared to large 
organisations with larger equity funding; 
4. SMEs invest less in latest technology, infrastructure & R & D due to lack of funds; 
5. SMEs face problems related to inventory management and recovery from customers affecting working 
capital funding and management; 
6. SMEs are severely affected by economic cycles. (In the current year, global recession, inflation and 
depreciation of currency are further affecting SMEs.) In boom periods they can rely on debt; however in 
case of recession equity is preferred. Equity capital would create greater ability to withstand adverse 
economic phases. 
7. So far, the sector has suffered from absence of adequate and timely finance. They can now raise equity and 
debt from capital market at appropriate times. 
In our opinion, the above critical issues are partly addressed by allowing raising of funds from capital market. 
The banks financing is limited due to various reasons such as SMEs are treated as high risk borrowers; there is a 
difficulty in assessing creditworthiness of SMEs due to lack of information (information asymmetry); high 
administrative and lending cost to lend relatively smaller amounts to SMEs; lesser security against debt, losses in 
initial years and negative cash flows.  
The limitations of bank funding affects business of SMEs, their profitability and long term survival and growth. An 
increase in equity base will ensure greater loss absorption capacity for SMEs. The banks would be more willing to 
finance if the equity base is increased. 
 
436   Prasanna Kulkarni and Abhijit V. Chirputkar /  Procedia Economics and Finance  11 ( 2014 )  431 – 444 
10. Financially Sick SMEs & Bank Financing 
The financial sickness in SMEs is a major concern. The data shows position of sick, small and micro enterprises as 
at the end of March 2010 and 2011. In 2010 total numbers of sick units were 77723 whereas in 2011 the numbers 
grow to 90141. It indicates growth in number of sick units. Since SME listing was allowed from 2012 onwards, 
SMEs can tap the funds from capital market for long term survival. 
To assist viable sick units as above, bank financing and promoters contribution have inherent limitations; however 
with access to capital market, incipient sick units can switch to capital market. (For listing, prior profitability for last 
three years is not required).  
11. SMEs and Capital Market:  
So far SMEs were not allowed access to open market. Promoters had to rely on their own contribution along with 
funds from friends or relatives. Now SMEs can raise funds from capital market.  
Capital market allows greater capital allocation possibilities with a risk transfer mechanism. An efficient and well 
regulated capital market helps overall growth and development. Over dependence of SMEs on bank credit affects 
growth. By raising equity SMEs will reduce reliance on debt. Such restructuring of capital will be helpful to SMEs, 
banks, capital market and the economy at large.  
The SMEs having bank loans (classified as standard / sub-standard / doubtful) can also be converted to equity 
financing through SME listing (subject to listing guidelines). It may reduce non-performing advances of banks. As 
long as SME is not referred to BIFR, raising equity from capital market is allowed. Instead of giving loan to SME, a 
bank may prefer to invest in its equity shares or proceed with securitization. It may also have positive effect on 
corporate debt restructuring mechanism for SMEs. 
12. Benefits to SMEs 
SME listing benefits SMEs in various ways such as access to capital, restructuring capital,   improving technology 
access, productivity, investment in R & D, retaining talent through ESOP, Mergers & Acquisitions, allowing exit 
route strategy, tax benefits , better public profile and image and use of Funds for organic as well as inorganic 
growth. One SME can invest in another SME forward / backward for strengthening the business. It will enable other 
SMEs to raise the funds within the market. 
 
SMEs as of today will be in different form of organisation such as proprietary concern, partnership firm, HUF or a 
private limited company. However if SME has to list on any of the stock exchanges then it will have to change its 
form of organisation i.e. it has to be a public listed company. Thus a listed public limited company (SMEs post 
listing) will have more options for raising the funds. A public limited company has more options to raise funds as 
compared to other forms of organisations. To access capital market, existing enterprises will have to be converted to 
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public limited companies. In future, after listing SMEs can go for right shares, bonus share, buy back of shares, 
convertible debentures. Listing of subsidiary companies would be possible.  
 
Alternative Investment Market (AIM) – UK experience  
AIM was launched in 1995. More than 3000 companies from the world are listed on AIM. It helps smaller and 
growing companies to raise funds. London Stock Exchange has created AIM where small companies from any 
country can raise capital. AIM companies have made following contribution to economy: 
1. Increased contribution to GDP; 
2. Increase in employment (direct and indirect) 
3. Increase in capital 
4. Increase in tax revenues to Government (direct taxes and STT) 
5. Increase in turnover of SMEs (resulting into increase in indirect tax) 
6. More innovation & productivity 
 
13. CAPITAL STRUCTURE DECISIONS  
Analysis of Impact of SME listing on Capital Structure and related issues: 
 
Definition of Capital Structure: 
According to the Institute of Chartered Accountants of India, “Capital Structure refers to the mix of a firm’s 
Capitalisation”. Capital structure decision includes forms of financing, amount of funding, and the mix 
proportion. The basic objective is minimising overall cost of capital, maximising return and earning per share 
(EPS) thereby maximising value of firm. 
 
Factors affecting capital structure: 
a) Cost principle: The capital structure should minimise overall cost of capital. Cost involved in raising 
equity can be viewed from two perspectives i.e. cost of raising funds and cost of funds. Cost of raising 
funds includes issue expenses like advertising, marketing, underwriting and other professional fees, market 
making, and listing fees. This cost is around 7% to 14%. Cost of equity is more than cost of debt 
instruments due to risk and tax factors. Equity investment is treated as high risk and high return investment.  
Traditionally to arrive at cost of equity, Gorden’s dividend (discount) model or dividend yield model were 
extensively used. Since shares will now be traded on stock exchanges, a few other approaches can be used 
e.g.: Capital Asset Pricing model, earning yield etc. However a detailed study is required to find out 
suitability of method. According to Security Market Line relationship one can find out of cost of equity 
based upon CAPM. Due to listing, calculation of beta and risk premium would be possible. Cost of equity 
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according to CAPM will change the weighted average cost of capital. A study is required to find out effect 
of listing on cost of capital of SMEs. If cost of capital is reduced then it will have positive effect on share 
price and corporate valuation. 
According to a survey, interest cost is 14% of the total operating cost of SMEs. At present pretax cost of 
debt is around 14% whereas post tax would be around 10% (assuming 30% tax rate). According to an 
earlier report of CRISIL, a percentage hike in interest rates results in a 14% decline in profits for SMEs. If 
SMEs borrow from banks, they face various risks related to interest rates. There is risk both for fixed and 
floating rate of interest. By replacing debt with equity through capital markets, SMEs can avoid or reduce 
interest rate risks.  
 
Increased liquidity and reduced transaction costs will reduce overall cost of capital 
The research indicates a direct link between liquidity in the market with cost of capital. If level of liquidity 
is improved with some policy measures, it will help in lowering cost of capital. (Amihud and Mendelson) 
Thus increase in liquidity has positive effect on cost of capital. Another aspect which has an impact on cost 
of capital is trading cost. Trading cost has an impact on cost of capital (as well as share valuation) (Oxera 
report). Domowitz and Steil (2001), A 10% increase in transaction costs will increase cost of capital (post-
tax cost of equity) by between 1.4% and 1.7%. Similarly small firms' stocks are more vulnerable to market 
illiquidity.  
So while the Government should try to increase trading and liquidity on SME platform and reduce overall 
transaction cost to reduce cost of equity, SMEs should plan their capital structure in such a way that their 
weighted average cost of capital is reduced.  
 
b) Risk Factor: It consists of business risk and financial risk. Financial risk means effect of financial leverage 
on earning per share. It is a risk to shareholders due to debt in capital structure. Higher the debt, higher 
would be the risk. 
Debt Restructuring: SMEs which had debt financing earlier can raise equity from open market and repay 
old debt. It will help in Corporate Debt Restructuring of SMEs (provided they have standard assets with 
bank). Such restructuring will have an impact on weighted cost of capital. 
 
c) Control: Change in capital structure affects ownership and control. While increase in equity dilutes the 
control, increase in debt does not, but risk increases. 
Once listed, SMEs can attract various types of investors like venture capitalist, Private equity, High 
Networth Individuals, retail investors, etc. Post listing credibility is established so as to raise funds through 
other sources apart from equity. SMEs can tap foreign sources of funds including Foreign Direct 
Investment. 
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d) Flexibility: Capital structure should be flexible to cater to changing funding needs. Debt can be replaced 
with another debt whereas for equity, options are limited like buy back of shares.  
 
An opportunity to change Capital structure: Earlier, equity would come from promoters or from their 
friends/relatives. The capital so raised would be insufficient as compared to the overall requirement. 
Balance amount would be raised by debt. Now with access to open market, equity base will improve. SMEs 
can raise more equity than debt. As standard debt equity ratio is 2:1, SMEs can raise more debt. Thus 
raising equity will help SMEs to raise additional debt within above ceiling. It will further facilitate growth 
and expansion of SMEs. 
 
Share Premium: So far almost all SMEs have issued shares at premium. The premium is 100% or even 
more than face value. Thus premium collected will affect their capital structure. Share premium collected 
can be used as per provision of Companies Act (for issue of bonus shares, etc.) Since April 2012, most of 
the SMEs have issued equity shares at premium. Such share premium collected can be used for growth and 
development. SMEs can subsequently go for rights shares.  
 
SMEs having long gestation period / knowledge based industries can restructure their capital. New ideas 
take time to materialize and may also require R & D. These projects if funded by debt would have greater 
financial burden. In such cases public equity may substitute venture capital. With access to capital market, 
there is a possibility of growth in this sector. 
 
e) Competition: Higher the competition more should be the reliance on equity. SMEs are now facing intense 
competition, so they can replace earlier debt by equity. 
 
f) Profitability and valuation: Capital structure design should maximize profit and wealth. 
  
Change in profitability: Capital structure is decided by nature of business. Businesses requiring heavy 
infrastructure should use more equity. If debt is replaced with equity then there is no interest burden. It can 
show higher EBDI&T and PAT. Such companies can report higher profits.  
 
Valuation of company: After listing, it would be possible to arrive at market capitalization of SMEs. Fair 
valuation of SMEs will now be possible. It will reflect overall performance (market capitalization) and 
probable value to be fetched from market in case of mergers and acquisitions of SMEs. For M & A one can 
easily find out fair price by way of market capitalisation or enterprise value. Thus fair valuation will create 
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opportunities for mergers / acquisitions. Valuation of SMEs would play an important role prior to IPO and 
for pricing. Price discovery is useful to determine fair price of market lots. It will also be useful for 
valuation of companies. The listing will create wealth for shareholders and provide a benchmark for 
performance comparisons.  Market makers will compete amongst themselves. Clearing and settlement in 
cash will increase liquidity. 
 
Effect of capital structure on corporate valuation: SMEs can improve debt equity ratio with new equity. 
They can prepay bank loans; improve balance sheets and profitability (by reducing interest component – 
foregoing tax advantage). Earlier, fund raising options were confined to debt financing. Improved debt - 
equity ratio and lower cost of debt will improve the financial strength and financial position. Improved 
financial strength will be reflected in better valuation. Promoters may unlock their investments or sell their 
shares to outside strategic investors or other buyers.   
 
In case of sale of shares of unlisted SMEs, short term capital gains tax is up to 30% or long term capital 
gains tax of 20%.  For listed securities, short term and long term capital gains tax rates are 15% and nil 
respectively (if Securities Transaction Tax (STT) has been paid). As promoters of SMEs generally hold a 
large percentage of shares, they will benefit from lower tax rates if they sell shares on the SME Exchange, 
not possible earlier. This tax advantage will have positive effect on overall valuation. 
 
Thus, there would be positive impact on corporate valuation; however a separate study is required for 
evaluating the impact by adopting various approaches of valuation. 
 
g) Leverage Effect: Leverage should be used in capital structure to maximize profits / EPS. More the debt 
fund in capital structure (provided ROI is more that the cost of capital), more the value for shareholders. 
Normally cost of debt is lesser than equity. Capital structure can be redesigned to lower overall cost of 
capital. Replacing debt with equity may have positive effect on financial leverage. It will make SMEs less 
risky, which can attract more funds. 
 
h) Cash flow / liquidity effect: Capital structure should not disturb cash flow. Debt places burden on cash 
flow whereas equity does not. Interest burden and loan repayment affects profitability and cash flows. 
There is no such cash flow commitment for equity. 
  
SMEs typically have working capital management problems due to late payment from customers. With 
access to capital market, SMEs can restructure working capital funding. Own funds can provide major 
working capital which is perfectly in line with Tandon Committee recommendations.  
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i) Legal requirements: The capital structure should comply with legal requirements like: debt equity ratio 
shall be 2:1, issue of some securities based upon net worth of company, etc. 
 
j) Financial distress / sickness: Increase in debt increases the probability of financial distress.  
 
Capital Structure during economic cycles: The economic cycle keeps on changing. As long as there is 
boom, higher proportion of debt in the capital structure will give benefits of leverage. It will help maximise 
profits and wealth. However in downturn, higher debt component in capital structure is risky. With access 
to capital market, the company can avail equity funding and in case of insufficient profits, there will be no 
need to repay debt along with interest. During recession, it is beneficial to rely on equity rather than debt 
for risk management. Listing will be useful in reducing earlier higher cost of borrowing of SMEs. 
Moreover, the possibilities of mergers and acquisitions may increase, leading to survival of sick units if 
taken over by financially sound companies or through reverse mergers. 
 
k) Credit Enhancement & Overall increase in fund raising: Major problems with debt financing are lack 
of security, poor financial position and higher risk. If SMEs raise equity and create assets then additional 
security will be available. Increase in equity will reduce overall risk and have positive effect on debt 
financing. Due to listing, employees of SMEs can become shareholders of company through ESOPs. This 
will create a platform for wealth distribution in economy. It will help retain employees. 
 
Post-listing increase in equity will have a major effect on capital structure. SMEs capital structure and cost 
of capital will change significantly. Earlier debt financing may be gradually replaced by equity. The funds 
contributed by venture capitalists, private equity and others would get an exit route. With funds from open 
market equity base increases and the debt raising capacity would also increase resulting into overall 
increase in capital employed, profitability and wealth.  
 
Net worth of the company and Debt/Equity ratio are important to decide the extent of equity capital that 
SMEs can raise from capital markets. Equity is treated as basic and risk bearing capital. After listing, 
raising funds from other sources like Private equity, right shares, FPO or even from banks or outside India 
in the form of ECBs/ ADRs/GDRs would be easier. The SMEs reliance on bank financing will reduce and 
now be shifted to capital market. Since the issue will be 100% underwritten fund raising would be easier. 
Access to capital market will solve the problems of high cost of lending and more time to raise debt funds.  
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14. Recommendations 
a) Market Efficiency: Financing decisions are aimed at maximising Net Present Value and wealth. An 
efficient market is one in which market price of a security is an unbiased estimate of its intrinsic value. 
Since the market price is different from intrinsic value, over / under valued securities can be identified. 
 
Market Efficiency is defined in relation to information that is reflected in security prices. Capital 
market efficiency depends upon availability of information. Earlier SMEs used to depend upon bank 
loans; most of the information that was available with banks would now be available to stock market. 
It would be necessary to build proper platform for sharing information of SMEs. The platform should 
collect, analyse and provide data related to SMEs on a continuous basis. As per efficient market 
hypothesis intense competition in capital market leads to fair pricing of securities. A robust and sound 
SME platform should be developed for fair prices for securities.  
 
Creating standards for disclosure of information related to SMEs through its Annual Report: 
Standardization of information appearing in Annual Report / abridged version is necessary. Publicly 
available information will help investors and lead to better capital market efficiency. 
 
b) Development of Bond Market: SMEs are subject to higher risks. The introduction of equity would 
help them to reduce exposure to financial / credit risk. An attempt should be made to develop bond 
market where SMEs can raise funds through bonds / convertible debentures. 
 
c) Securitization: It is necessary to have proper legislation and environment where bank’s existing loan 
can be liquidated through securitization in capital market. It will help banks release their blocked funds 
which can again be made available to SMEs. Asset backed securities will help resolve the issue. 
Development of capital market will help banking industry. The credit risk associated with SMEs can 
be shifted from banks to capital market.  
 
d) Enhanced Tax Benefits: Tax benefits should be provided to SMEs such as: 
x Exemption from Dividend Distribution Tax for first few years (ten years) 
x Income tax exemption for exit route and mergers and acquisitions 
x Total exemption from income tax for first five years for listed companies  
x Reducing short term capital gains could help increase trading  
 
SMEs raising funds from equity market for investment in assets (quantity to be specified) and 
generating employment (quantity can be specified) should be given tax exemption for first few years. 
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This will help attract the investors to SME market. 
  
e) Creating professional body to provide professional and specialized services to SMEs especially post-
listing Corporate Governance like independent directors, financial consultancy, and management 
consultancy specially designed for SMEs, etc. 
 
f) Indirect route for investment in SME shares: Mutual Funds should be allowed to frame schemes with 
the objective of investing in SME shares. Since SME platform is not freely available for retail 
investors due to its lot size (Rs. 1,00,000), mutual fund schemes should be allowed. The income from 
such mutual funds should be exempt. 
 
g) Credit rating to SMEs and development of Futures & Options in this segment 
 
h) Increase in trading volume: Incentives may be provided to companies not traded on regular basis, for 
shifting to SME platform increasing trading volumes and overall liquidity. 
 
i) Delisting: Delisting should be allowed for equity shares. 
 
j) Creating separate agency / Special Purpose Vehicle which can invest in SME market to maintain 
liquidity. Large corporations are setting up funds to assist entrepreneurs in the industry e.g.: Wipro and 
Infosys etc. They should be encouraged to invest in capital contribution of SMEs. VCF should raise 
funds in the form of debt securities / equity shares. Such investment should be allowed 100% 
exemption like infrastructure bonds. The dividend / interest should be tax free along with exemption 
from Long Term Capital Gains provided STT is paid.  
 
k) Learning from other SME platforms: Specific issues are constraining growth of SME listing in other 
countries which include lack of availability of information, declining prices and illiquidity in the 
market. Policy measures are required to overcome these issues in India. 
 
l) Financial Inclusion and Bottom of Pyramid Approach: Allowing SMEs to raise funds from capital 
market will lead to better financial inclusion. A typical approach observed and followed by large 
corporations for growth is targeting the “Bottom of Pyramid”. The philosophy behind listing of SMEs 
is the same. There are 22 stock exchanges in India which will facilitate local entrepreneurs for listing. 
The success of the Silicon Valley best exemplifies the advantages of combining high-tech industries 
and capital markets.  
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m) Constructing SME index: An index for all companies (initially), or for top 30 – 50 companies, or 
sector wise index can be useful for growth of SME platform. Stock exchanges should encourage listing 
of SMEs from various types of sectors and industries which will reduce overall risk due to lesser 
volatility and broader portfolios. Later, SMEs with international exposure may be attracted unless a 
full-fledged exchange like AIM is developed. SME exchange should be protected from recession or 
global crisis. 
 
n) SMEs with illiquid scrip’s on the Main Board can shift to SME platform. BSE’s Main Board has more 
than 1500 listed companies each of which has paid-up capital of up to Rs. 10 Crores and more than 
2500 listed companies each of which has paid-up capital between Rs. 10 Crores and Rs. 25 Crores. 
These companies may opt to migrate to BSE SME Platform, subject to compliance of applicable 
provisions. 
15. Conclusion 
Thus SMEs should try to raise funds through capital markets and with significant policy measures by Government; 
we can expect growth in industry. SMEs should try to include equity in their capital structure to the extent that they 
achieve optimum capital structure. It should help them in choosing right mix of sources of funds in their capital 
structure for reducing overall weighted average cost of capital and create long term value /wealth. Since SMEs have 
large base in the economy, the wealth thus created can be distributed in the economy /society at large. 
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